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SECTION 1

WHAT IS MICROFINANCE AND
HOW DOES IT FIT AS A
DEVELOPMENT INTERVENTION?



NEGATIVE IMPACTS OF MICROFINANCE ON PARTICIPANTS

In many countries, the targeting of women in microfinance schemes is a direct challenge to
cultural norms. Without parallel programmes which address gender issues, this has resulted
in increased intra- and inter-

household tension. Cases of domestic

violence against female Grameen "...It can not be assumed that
Bank loan recipients by their disbursing loans to women

husbands and male relatives have means either that they use them

been reported. Several people have "6
. . or are empowered.
committed suicide as a result of

group pressure for repayment.”

If women are spending more time in paid
Hashemi found that those not employment, it is important to look at the
joining the Grameen Bank were impact. Are they also having to do most of the

. " , i ?
prlmarlly concerned with the housework and childcare? Kabeer suggests there

o -
debt burden (49%), religious while women getting loans are more likely to

and social sanctions (25%), and have girl children in school than male loan

is mixed evidence of gender impacts, in that

fear of non-acceptance because recipients, there is greater potential for

. . withdrawal of girl children from school to meet
others considered them a high ) _ o
increasing labour demands from loan utilisation

risk (13%). 13 activities.?

There is also evidence of husbands or other male relatives expecting or forcing financial
control of the loans granted to There is also evidence of husbands or other male relatives
expecting or forcing financial control of the loans granted to women.® In such cases women
are effectively being used as debt collectors for their partners’ debts. One study showed that
7 out of 10 of those women without control of their loans remained in poverty.'® Another
study found that the larger the loan, the more likely it was that men had control.!!

There is evidence of Grameen Bank borrowers who are using their 8" to 10* loans borrowing
from other sources to pay their interest. The irregularity of payment records, and lower
percentage repayment rates in the higher loan cycles are also indicators of problems
recipients have in managing these loans.!?

“Credit is debt. There are serious ethical issues
that arise when we encourage people to take on
debt from risky enterprises. Often the focus is on
the creation of entrepreneurs; yet we know that in
any society, indeed in any social class, not

everyone makes good entrepreneurs”.4
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Targeting microcredit to successful entrepreneurial poor may increase the disparity between those

with access to loans and those more vulnerable. There is a notable lack of research on increased

relative poverty and its impact on poorer and more marginalised groups within communities.

MICROFINANCE AND BEST PRACTICE

The picture emerging of Microfinance in the late 1990s is mixed, and suggests the need for a

closer look at the complex interrelationship between the financial needs of the poor and the

impact of financial interventions designed to enhance their economic well-being. In

establishing the place of Microfinance as a successful development intervention alleviating

poverty among the poorest households, the issues mentioned in the previous section need to

be addressed. Critical questions need to be asked in the areas of targeting, gender and

design to allow best practice principles to be established, while acknowledging and

considering issues highlighted in the ideological and political debate.

Targeting What are the financial needs of the poor?
How can they best be met?
How can Microfinance schemes ensure they are enhancing the
conditions of poor people, not exacerbating them?

Gender Are women exploited or empowered by Microfinance?

and Empowerment

Who maintains control of the loans?

How can gender awareness and transformation be promoted
through Microfinance schemes?

Policy Regulations
and Rules

In whose interests is the Microfinance institution primarily
operating?

Who sets the policies?

What is the impact of policy and regulations on borrowers —

economically and socially?

What are effective models of Microfinance service delivery? How
can policies ensure gender issues are addressed?

What principles emerge in scheme design?
Can Microfinance schemes be developmental? How?

Are they able to develop a social agenda beyond finance — such as
empowerment, social justice, social transformation?

How can NGOs capitalise on the positive aspects of group lending

and saving?
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SECTION 2

MODELS AND TOOLS IN
MICROFINANCE
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TARGETING

“Development interventions have to flow
out of the development process for those
seeking to develop. If development
interventions are designed by third
parties, and not through the free
interaction between development
worker and client then it must
categorically be stated that the result is
not development work: it becomes at
best a patronising collusion, at worst, a
cynical manipulation.” !

Targeting is one of the key issues in the Microfinance debate. The challenge to development
practitioners, NGOs and implementing organisations is to learn about the circumstances and
the financial needs of the poor, and to develop demand-driven interventions using a
development “with” rather than a development “for” approach.

The focus of this section is on the development of interventions (social, economic, political)
which are relevant, effective and empowering to poor people.

“Purpose of Development: development
means more than just helping people. It
is a process of enlarging choices for
both men and women. It encourages
and enables men and women to take an
active part in decisions affecting their
lives and to make the most of
opportunities to realise their own
potential and the potential of their
community. It is a process which aims to

promote dignity and self-reliance.” 2
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Remenyi’s Poverty Pyramid

How much do you know about the financial needs of people living in poverty?

In order to understand the issues and needs of poor people, Remenyi has developed a model
which expresses the diversity of economic status amongst the poor (see next page). His
model is depicted as a pyramid shape to represent 5 sub-groupings or “levels of poverty”. The
bottom of the pyramid represents the largest sub-group of poor people, while the apex

represents the smallest sub-group of poor people. 3

POVERTY PYRAMID

Near Poor

Money required for PRODUCTIVE NEEDS
Need for financial services for income promotion
eg extending the employment hours within and outside the
family, expanding earning capacity / potential

Entrepreneurial Poor

Self-employed Poor

Labouring Poor

Money required for CONSUMPTIVE NEEDS
Need for financial services for income protection - secure savings that
maintain value, eg insurance in the form of small asset acquisition which
can be sold in an emergency to meet unexpected expenses.

Vulnerable Poor

¥ COUNCIL FOR INTERNATIONAL DEVELOPMENT RESOURCE KIT
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Near Poor:

Substantial employers of the poor, with household members in regular paid employment. The
“near poor” live in poor neighbourhoods and consume wage goods produced by the poor.
Examples could include guards, gardeners, drivers, cleaners, human service providers, basic
administrative workers, government and military workers.

Entrepreneurial Poor:

The majority are men who are self-employed, running enterprises which provide services to
the poor and employ more than five people. Trade examples include shoe making and repairs,
textile trades, cosmetic manufacture, metal fabrication, and some small production factories.

Self-Employed Poor:

The majority are women who work for themselves only, or may employ up to five people (not
full time). They provide daily services such as tailoring, furniture making, street vending and
food sales.

Labouring Poor:

Significant numbers of men, women and children who are self-employed and itinerant
employees. The majority rely daily on the sale of their labour as unskilled workers for cash or
other income. They are considered “underemployed”, as employment is not stable & regular.
Examples include scavengers, piece workers, construction and farm workers.

Vulnerable Poor:
Predominantly women, children, the frail and the old. They are dependent on the earnings of
others, despite their economic contribution from part-time daily service employment.

Poor people in each of the sub-groups have different needs and expenditure patterns, which
also vary according to gender, age, family status, environment (rural/urban), ethnic
background etc. Drawing a broad distinction, Johnson describes those at the bottom of the
pyramid as primarily needing income protection to gain economic security, while those closer
to the top of the pyramid require income promotion.

A commonly held assumption in early microcredit schemes was that the poor were not able to
save. In fact, secure savings which maintain their value, and forms of insurance, are quite
crucial to the poorest in protecting what they earn, when they earn it. Those who are self-
employed in some form of trading or service also require access to capital to promote earning
potential through asset acquisition, business expansion etc.

COUNCIL FOR INTERNATIONAL DEVELOPMENT RESOURCE KIT )

P

MF 19



ACTIVITY ONE

Looking at Remenyi’s Poverty Pyramid:

e What kind of financial and banking service needs do members of each
group have?

e How do they use their money?

e Which groups do you, or your implementing NGO, currently target?
e Why are they targeted? List reasons.

¢ Whose interests are primarily served in this targeting?

¢ What information is the targeting based on? (needs assessment, wealth
ranking, other).

¢ How does this targeting relate to the NGO/organisation’s objectives?

e What are the gender implications of this targeting?

GENDER ISSUES

It is critical to examine the context of a proposed Microfinance initiative from a gender
perspective prior to development and design.

“No intervention can have neutral effects when the players
do not start as equals. Gender relations themselves affect
a project’s ability to deliver the outcomes and impact it
proposes. Gender awareness|[...] starts from recognising
that a project will always affect men and women
differently. Women face a variety of obstacles or
constraints to taking and repaying credit, starting up and
developing their businesses, and responding to policy
incentives. These obstacles are the outcome of existing

gender relations.” 4
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The following matrix was developed by Susan Johnson.> It identifies various obstacles which
women may face in the different spheres of their lives, that have an impact on their ability to

take up microfinance and use it as they choose.

GENDER-BASED OBSTACLES IN MICROFINANCE AND MICROENTERPRISE:

Individual

Household

Wider Community/
National Context

Women lack access to
banks/financial services
in own right.

Men'’s control over cash
income; men’s
expenditure patterns.

Perceptions of men as
controllers of money/
loans.

Financial Women undertake Gender division of Women underpaid for
activities which produce labour; unequal access equal work, women
low returns; women and control of land, locked in low-paid jobs;
have a heavy domestic labour and inputs, stereotypes of
workload. unequal control of joint appropriate roles for
household produce and women in the economy;
Economic income stream from this. lack of access to markets
for inputs and outputs if
mobility constrained
because of social norms.
Social / Women not literate or Limited role for women Banks and financial
Cultural educated; girls’ in household decision institutions do not view
education not prioritised. making; polygamy women as potential
results in conflict/ market; women’s
competition and mobility constrained by
discrimination between social norms.
wives; violence towards
women.
Political/ Women lack confidence Women lack legal rights Women's legal rights to
legal to claim political/legal to jointly owned household assets not

rights.

household assets.

defined in law or useful
for collateral; women
lack political positions to
establish appropriate
laws; women lack both
traditional and formal

rights to own land.
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ACTIVITY TWO

Microfinance Design

¢ Using information from the above table, list as many aspects of
programme design you can think of which could address these realities?
(eg, education)

¢ What strategies and target groups might be used to address gender
issues? (eg, gender training in the community)

ACTIVITY THREE

"In most credit schemes it is found that women are better repayers.
They pay more punctually and default less often than men, hence the
targeting of women is not only socially desirable, but also makes

economic sense.” ¢
¢ What assumptions are embedded in this rationale for targeting women?

e Are they developmentally sound?

Control & domestic violence

The complex web of relationships and interactions in household, village and community need
to be understood and monitored as any development intervention is being implemented,
particularly where money is concerned. Issues of power and control impact on relationships
at all levels. There are many dangers for both men and women in excluding men from access
to credit or not dealing explicitly with these issues in formation, planning and ongoing
delivery of programmes.

Excluding men from credit opportunities may intensify the exploitation of women within
households, and at the same time limit the possibilities for achieving broader attitudinal
change among men.
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ACTIVITY FOUR

Read the following quote:

“In a context such as Bangladesh, men retain by far the greater balance of
sociocultural power. The small gains which women might make participating in
development programmes cannot be protected from male control, unless men'’s
attitudes change or men perceive a tangible benefit for themselves. This could
be achieved through intensive qualitative investment in changing men’s
perceptions of women'’s worth — which is often beyond the capacity or
commitment of development programmes — or through ensuring that men’s
access to resources is not constrained in proportion to women'’s increasing
access, in an apparently zero sum manner. Ideally the two should go together.””

e What key issues are raised in this quote?

¢ What are the implications of these issues for your organisation’s work in
Microfinance? (think about appraisal/monitoring/evaluation).

e What are the key aspects to consider in challenging cultural norms and values?

ACTIVITY FIVE

You are on a monitoring visit to a programme area and discover the following
information:

"60% of all women of reproductive age in this village said they had been
beaten by their husbands during the preceding year. This village also had the
highest percentage of women who were contributing to family support (41%).
There was frequent conflict over rights to assets, and one third of the women
said that their husbands or other relatives had seized their money or assets
without permission during the year preceding the interview. Asked to explain
the high incidence of wife beating in his village, an elderly man said:

“Our wives would not be beaten so much if they were obedient and followed
our orders, but women do not listen to us, so they get beaten often.”?

¢ What might be some of the options (short and long term) you and
programme staff could consider in addressing the concerns of the men and
the women?

¢ Examine the advantages and limitations of each strategy from the view
point of each of: the older women, the younger women, the older men and
the younger men.

COUNCIL FOR INTERNATIONAL DEVELOPMENT RESOURCE KIT )

P

MF 23



24 MF

ACTIVITY SIX

Factors in Gender Roles

For individual reflection:

What factors influence change in roles and responsibilities (including
financial aspects) between adults in your household, or a household you
are quite familiar with? Think of a recent change and be specific in
identifying the factors.

In your observation or knowledge of poor communities your agency works
with, what factors influence change in gender roles in households? Think
of specific examples to help you identify the factors.

Are there any similarities between the answers to the two questions?

Discuss with colleagues your answers to the second question and prioritise
each answer in order of significance from MOST significant factor to LEAST
significant factor. What differences in priority do female and male staff
observe?

Next time you undertake a monitoring visit, engage partner agency staff
and programme participants in this exercise. Be sure to differentiate male
and female responses, and think about other dimensions too — such as
age, status in the community etc.

R,
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ACTIVITY SEVEN

A gender strategy for microfinance

Scenario: You have been invited to a meeting of international development
policy analysts to discuss the findings of some in-depth research on gender
issues in Microfinance delivery. The group is working with the following
information:

"Some women do undoubtedly benefit substantially from some programmes,
increasing their incomes and using this to raise their bargaining power in the
household and their status in the community. ... In most programmes
however, there were serious limitations to the degree to which women
benefited:

- in some cases, significant numbers of women did not control loan use;

- most women were involved in low-paid traditionally female activities, and

increases in income were small;

- women'’s responsibility for expenditure on household consumption and for
unpaid domestic work limited the resources and time they could invest in
economic activity;

- Microfinance programmes were sometimes increasing domestic tension, as
men withdrew their own incomes once women were earning or women
struggled to retain control of their earnings. This had in some cases led to
divorce, abandonment, and domestic violence;

- Group repayment pressures were sometimes increasing tensions between

women;

- Many (though by no means all) women’s main concern was to increase
their income and welfare of their family rather than wider social and
political activity.

These limitations point to the widespread need for more explicit measures to
address gender subordination both at the enterprise and household levels.
They also indicate that women’s own perceived needs must be addressed
along with underlying gender inequalities.”®

¢ What are the policy implications of these findings for the development and
delivery of Microfinance?

e Develop several policy recommendations to address these concerns.
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MODELS: DESIGN FEATURES IN MICROFINANCE

Poor people’s needs and context are critical determinants in the design of microfinance
schemes. While there are a number of design features that have evolved, the application of
any set of features must be carefully considered in light of the overall objectives and local
social and economic circumstances. Initial assessment should include questions such as —
What already exists? Where are the gaps? What are the needs?

Low level, self-managed and owned schemes cost much less to run. Large scale institutions
can provide access to larger amounts of money more quickly, but are costly and can require
institutional forms which restrict local control, decision-making and ownership. It is crucial
that the design features are examined at a number of levels. Why are they the best features
for this situation? Whose interests do they serve? What are the implications for empowerment
of the target group/ what implications do they have for non-target groups? What are the
disadvantages? Do they fit within the organisation’s objectives? Who was involved in their
development?

Some principles, identified by Johnson & Rogaly,'® which underlie key design features in
Microfinance are:

Poverty Targeting: many schemes now practice “self-selection” through keeping loan sizes
small, and demanding regular attendance at meetings which better-off people would find
time-consuming or socially difficult to attend. Some schemes use measures to directly target
poor people, such as wealth ranking. Self-selection lowers the costs but cannot be assumed
to exclude the better-off entirely, especially if loan sizes start to rise as the scheme
progresses. Loan size as a feature of targeting can create a dilemma if it prevents poor
people ever taking on larger loans.

Women as scheme users: many schemes are designed to provide women with credit.
However, as previously stated, it cannot be assumed that disbursing loans to women means
either that they use them or that they are empowered. Scheme implementers need to be
clear about the objectives of gender-related intervention, and understand the implications
that this can have in relations between men and women. They should also find ways of
supporting women'’s own strategies for enhancing their position.

Lending through groups: groups have been a common component of methodologies for
lending to the poor and are a unique and key feature of the majority of Microfinance
schemes. They are seen as an economical way to deliver Microfinance by reducing screening
costs and financial risk, because of group pressure to internally moderate compliance.
However building, developing and maintaining effective group dynamics is an art in itself.

Yunus, the founder of the group concept within Microfinance schemes, provides a rationale
and some guidelines: “Savings plus credit can be a good starting point for group formation.
There is a great incentive to form a group if people see that it is the only way one can get
access to credit. By restricting the size of the group to a small number, the concentration of
power in a single person (the group leader) can be reduced. In smaller groups — say of 5 —
each member has better access to information and to the leader than would be the case in a
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larger group. Groups should be formed by themselves rather than by the bank agent. Group
solidarity will be stronger if the group came into being through their own negotiations. !

The second regional workshop on Banking with the Poor identified 16 principles for best
practice in self-help groups, many of which reinforce those highlighted by Yunus. (see
Appendix 5.)

Issues of Power, Purpose, Process and Participation are among the many key areas that need
to be addressed in considering and promoting the group credit concept.

Savings: Voluntary and flexible savings facilities have so far been a largely unmet need of
poor people. Consideration should be given to developing flexible savings mechanisms,
including group common fund savings. The existence of a common fund gives the group
experience in money management which is important for any joint experience. This common
fund also encourages them to take up larger projects collectively.’> However, to operate a
savings facility is to take responsibility for other people’s money, and should not be
undertaken lightly.

Interest Rates: there is now widespread acceptance of the need to charge interest rates
which cover inflation and make a contribution to the costs of providing the service. This
reassessment has recognised that is often the availability rather than the cost of credit to
poor people which is the constraining factor. Long-term availability requires that the loan fund
does not become eroded through inflation, and that a degree of cost recovery ensures
sustainability.!?

Good practice in microfinance is based on allowing people to articulate their needs and
engage in the process of finding solutions which are locally relevant, and empowering.
Adopting a blue-print approach without consideration of context, needs and issues and
participation of intended beneficiaries can undermine developmental objectives for them and
their communities. Design features should be critically examined and their impact monitored
and reviewed (see Appendix 2). The following activities highlight some of these issues and
concerns in a practical way.
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ACTIVITY EIGHT

Problems in groups
Read the following excerpt and answer the questions on the following page:

One of the first problems we identified at the beginning of the year was a
misinterpretation of the group concept. Group formation was (is) in many
cases just a practical means to get access to credit. When therefore a group
had to decide whose members should be first to submit a loan application,
some groups drew lots. The savings were seen as another means to get early
access to loans (at a maximum limit), and not as the glue which held the
group together.

We used a lot of effort to deal with this problem through much better
information to the scheme members about the importance of group formation
and development. Actually our own staff and local leaders in areas for scheme
expansion had to grasp the concept better. Numerous meetings were held.
Well-functioning and cohesive groups are the foundation of the whole scheme.

While it is true that individuals in the communities were mandated to choose
their peers (for group membership), the communities were not given the
mandate to have a say on the guarantee system they would like to use. Group
guarantee was rather sort of imposed, than the communities option. This is
being testified through application for dissolving the groups coming from the
different areas. Moreover, none of the groups have bylaws which bind them
together. There are cases in which the members request for dissolution before
even the first 2 members of the group repay their loans.
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When asked why the group was dissolved members gave the following
reasons, in priority order:

1. Not getting loans (as expected) or waiting “too long” before entitlement
(eg missing the planting season);

2. Loan size;

3. Not finding the market encouraging for present production;
4. Internal disagreement in the group;

5. No business premises;

6. Don’t know what to do with a loan (lack of investment ideas).!*

¢ How valued was the participation of members?

e Which decisions did group borrowers have control over, and which
decisions did the organisation control? Why?

e What influence did this have on group cohesion?
e Does group pressure work for/against group support and cohesion?

e What are the advantages and disadvantages for both the borrower and
lender of working in groups?

e What group development work would be necessary prior to the
introduction of access to loans?

e What are the risks of introducing credit into already formed groups?
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ACTIVITY NINE

Scenario: You have been invited into an organisation which has been working with
women's self-help groups. They have been using a “Self-Help Group Audit
Checklist” (as below) to ensure effective monitoring and accountability in the
group. They want some help to look at monitoring group processes to address their
concerns regarding women'’s empowerment. A new section entitled “Assessing
Empowerment in the Group” may need to be developed in the Audit tool.

e What process would you suggest for dealing with this request?

e What suggestions would you make in developing the questions?
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GROUP AUDIT CHECKLIST

APPLICATION OF RULES

e Was attendance regular?

¢ Did the group apply sanctions in cases of absenteeism?
e Did members save as per the rules?

¢ Did the group apply sanctions for irregular savings?

¢ Did members repay loans as per rules?

¢ Did the group apply sanctions on irregular repayments?

DECISION-MAKING PROCESSES AND LOAN MANAGEMENT

e Were loan requests thoroughly discussed and decided?

¢ Did members have clear plans for using loans?

e Were loans prioritised based on the genuineness and urgency of needs?
e Were decisions made collectively?

e Did poorer members get the loans they asked for?

¢ Did the group have large amounts of cash on hand for long periods? Are there any problems
in using the group fund? Do people have enough ideas to make use of the funds available
within the group?

e Were there any unauthorised uses of funds? Are there any reported misuse of cash in hand?

LOAN UTILISATION

e Were loans utilised for the stated purposes?

¢ Does the group have a system for physical verification of assets brought by members with
loans? Did the group use this system to verify loan utilisation during this period?

¢ Do loans have an adverse impact on any of the members? What did the group do about it?
e Were there any instances of sub-lending?
e Were there any cases of proxy borrowing?

e How did the members repay large instalments?

ASSESSING WOMEN MEMBER’S EMPOWERMENT IN THE GROUP

e eg, Did members have access to training in loan utilisation?
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ACTIVITY TEN

Monitoring beneficiary empowerment

Scenario: You have been asked to conduct a monitoring visit to a Microfinance
programme. As part of the visit you will have several meetings with different
beneficiary groups.

e Using the following “Framework for Analysing Empowerment” table and
your own experience, develop questions which would assist you to assess
the levels of empowerment of individual beneficiaries and their groups (eg,
who makes financial decisions in the household? Has this changed since
the programme began? What factors have influenced this?)
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FRAMEWORK FOR ANALYSING EMPOWERMENT?®®

TYPE OF POWER ECONOMIC WELL-BEING CULTURAL/LEGAL
RELATION EMPOWERMENT BENEFITS & POLITICAL
EMPOWERMENT
POWER WITHIN: - women’s positive - women’s confidence & - assertiveness & sense of
Increased evaluation of their happiness autonomy

awareness and
desire for change

economic contribution
desire for equal
economic opportunities
desire for equal rights to
resources in the
household & community

- women'’s desire for
equal well-being

- desire to take decisions
about self & others

- desire to take control of
own fertility

- recognition of need to
challenge gender
subordination including
cultural tradition, legal
discrimination & political
exclusion

- desire to engage in
cultural, legal & political
processes

POWER TO:

- increased individual
capacity for change

- increased
opportunities for
access

access to Microfinance
services

access to income
access to productive
assets & household
property

- access to markets
reduction in burden of
unpaid domestic work
including childcare

- skills including literacy

- health & nutrition status

- awareness of &access to
reproductive health
services

- availability of public
welfare services

- mobility & access to the
world outside home

- knowledge of cultural,
legal & political
processes

- removal of formal
barriers to access to
cultural, legal & political
processes

POWER OVER:

- changes in
underlying
resource and
power constraints
at a household,
community &
macro level;

- individual power/
action to challenge
these constraints

control over loans &
savings use and income
therefrom

control over income
from other household
productive activities
control over productive
assets & household
property

- control over household
labour allocation
individual action to
challenge discrimination
in access to resources
and markets

- control over parameters
of household
consumption & other
valued areas of
household decision-
making, including
fertility decisions

- individual action to
defend self against
violence in the
household & community

- individual action to
challenge & change
cultural perceptions of
women’s capabilities &
rights at a household &
community level

- individual engagement
with & taking positions
of authority within
cultural, legal & political
processes

POWER WITH:

- increased
solidarity/joint
action with other
women to
challenge the
underlying
resource and
power constraints
at household,
community &
macro level

acting as a role model
for other women,
particularly in lucrative
& non-traditional
occupations

provision of wage
employment for other
women at good wages
- joint action to challenge
discrimination in
women’s access to
resources (including
land rights), markets &
gender discrimination in
the workplace

- higher valuation of &
increased expenditure
on girl children & other
female family members

- joint action for increased
public welfare provision
for women

- increase in networks for
support in times of crisis

- joint action to defend
other women against
abuse in the household
& community

- participation in
movements to challenge
cultural, political & legal
gender subordination at
the community & macro-
level
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ACTIVITY ELEVEN

Models of Microfinance Provision
Read Appendix 4 and answer the following questions:

e What are the strengths and weaknesses of the models — from a member’s
perspective? From an NGO’s/organisation’s perspective?

e How would you rate each in terms of gender, empowerment and social
development?

e Both models originated in South Asia — would they be suitable in a
different context, eg, the Pacific?

e What other factors would need to be considered to make them relevant to
the Pacific?

e Grameen Bank states that their objective is also social intermediation
(through The Sixteen Decisions), however this aspect is not monitored
closely and in fact GB operates more like a bank. Is it possible to have a
balance between financial and social objectives? If so, how would this be
ensured?

e What scope do you see in NGOs taking a linkage role between informal
and formal financial structures?

ACTIVITY TWELVE

Guiding principles and questions in developing Microfinance
programmes

Scenario: You are working with an NGO partner whose beneficiaries now wish
to start a Microcredit programme. The NGO has no experience in this field.
They have requested information on available funding and want to know what
questions would be helpful to guide them through the process of analysing
need and what factors to consider in developing a programme.

e Brainstorm and list questions, issues and principles which would be helpful
to the NGO partner (eg, in what ways do members of the community
provide for unexpected expenses?)
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ACTIVITY THIRTEEN

Microcredit Performance Measures

Scenario: You have been invited into an organisation which has been running a
large Microcredit programme for women. They have established systems and
success, and have been discussing how gender concerns can be reflected in
their organisation.

e Look at the Microcredit Performance Measures table!¢ below and
brainstorm what additional measures (or indicators) will need to be added
in order to monitor gender issues across the programme. Address both
quantitative numbers and qualitative words.

MICROCREDIT PERFORMANCE MEASURES

Degree of Market Formulation

Quantitative Measures Performance Evaluation
e Active Borrowers Number of contacts needed to find, screen, & yield
« Conversion Ratio (loans lent as a % of applicants or clients, or efficiency of staff outreach and marketing

outreach contacts)
* Percentage of staff time spent on outreach and group
formation

Development Impact

Quantitative measures Performance Evaluation
e Number of clients served Whether the intended results are being achieved
¢ Percentage increase in customer incomes and whether they remain appropriate

* Number of businesses created, maintained or grown
e Jobs created (including self-employment)
¢ Qualitative gains / personal development

Operating Results

Quantitative Measures Performance Evaluation
« Total costs per average loan Whether annual volume of clients is increasing &
e Revenues per average loan whether costs are decreasing per loan

e Clients per loan/staffperson

« Staff expenses as a percentage of average assets
¢ Net interest margins

¢ Unit cost ratio

e Cost per currency unit lent

Financial Conditions

Quantitative measures Performance evaluation
¢ Average portfolio outstanding Portfolio credit risk and financial health of the
¢ Liquidity ratio organisation

¢ Delinquency and loan aging reports
« Ratio of losses to average portfolio outstanding

Women’s empowerment

Quantitative measures Performance evaluation
¢ % of women staff Gender disaggregated data
* % of women in decision making positions, including Performance measures

board of management

Qualitative measures Performance measures

¢ Who has control of the money?
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RESOURCES
Books

Conroy, J., Taylor, .K & Thapa, G.; Best Practice of Banking With the Poor, The Foundation for
Development Cooperation, Brisbane, 1994

Getubig, I., Remenyi, J. & Quinones, B. (eds); Creating the Vision,; Microfinancing the poor in Asia-Pacific
— issues, constraints and capacity building, Asian & Pacific Development Centre, Malaysia, 1997

Harper, M.; Profit for the Poor: Cases in Microfinance, Intermediate Technology Publications, London, 1998

Harper, M. & Finnegan, G.; Value For Money? Impact of Small Enterprise Development, Intermediate
Technology Publications, London, 1998

Johnson, S. & Rogaly, B.; Microfinance and Poverty Reduction, Oxfam, UK, 1997
MFAT, Development Cooperation Division, Microcredit in the Pacific Islands, Wellington, June 1998

Rutherford, S.; The Poor and Their Money, Department of International Development, Oxford University
Press, New Delhi, 2000

Remenyi, J; Where Credit is Due — income-generating programmes for the poor in developing countries,
Intermediate Technology, UK, 1993

Todd, H.; Women at the Centre; Grameen Bank borrowers after one decade, Westview, USA/UK, 1996

Articles

Promoting Institutional Innovation in Microfinance; Replicating Best Practice is not Enough

M. Zeller, D+C Development and Cooperation, No.1, 2001

Microcredit, Microfinance or Simply Access to Financial Services: What do Pacific People
Need?

R. Cornford, Foundation for Development Cooperation, Brisbane, conference paper”Poverty, Prosperity &
Progress”, Wellington, 2000

Women’s Empowerment and Microfinance programmes: Strategies for Increasing Impact

L. Mayoux, Development in Practice, Vol. 8, No 2 May 1998

Local Versus Funder Notions of Prosperity in a Microcredit Scheme in the Kingdom of Tonga: A
case study about culture and development

J. Horan, Department of Anthropology, Auckland University, conference paper “Poverty Prosperity &
Progress”, Wellington, 2000.

Who Takes Credit? Gender, Power and Control over Loan Use in Rural Credit Programmes in
Bangladesh
A. Goetz, & R. Gupta, World Development, Vol. 24 No. 1, 1996
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Men’'s Violence Against Women In Rural Bangladesh: Undermined or Exacerbated by
Microcredit Programmes?

S. Schuler, S. Hashemi & S. Badal, Development in Practice, Vol. 8 No. 2, May 1998

Microcredit: The Development Devastation of the Poor

F. Akhter, Ubinig, Bangladesh, conference paper APRN, Indonesia, 2000

Gender Impact Assessment in Microfinance and Microenterprise: Why and How

S. Johnson, Development in Practice, Vol. 10 No. 1, February 2000

NGO-Promoted Microcredit Programs and Women’s Empowerment in Rural Bangladesh:
Quantitative and Qualitative Evidence

R. Amin, S. Becker & A. Bayes, The Journal of Developing Areas, Winter 1998

Websites

DEV-ZONE.ORG

(Also known as The Development Resource Centre) Tel: +64 4 472 9549
PO Box 12440 Fax: +64 4 496 9599
Wellington Level 5, PSA House
New Zealand 11 Aurora Terrace
Internet: http://www.dev-zone.org Wellington

New Zealand

Dev — Zone Knowledge Centre on Microfinance;

Articles, organisations, email updates to subscribe to.
http://www.dev-zone.org/links/Economic_Development/Microfinance/

The Virtual Library on Microcredit

by the Global Development Research Centre

The VLM was set up to be a repository of information on microcredit NGOs, poverty, environment,
microenterprises etc.). Its main aim is to support microfinance and related activities with information on
policies, strategies, tools, case studies etc.

http://www.gdrc.org/icm/

Susan Johnson: Lecturer in Development Economics

Department of Economics & International Development

University of Bath, UK.

Microfinance North & South: Contrasting Current Debates - Feb 97
http://staff.bath.ac.uk/hsssaj/northsou.htm

Gender & Microfinance: Guidelines for Good Practice (no date)
http://staff.bath.ac.uk/hsssaj/gender.htm

Programme Impact Assessment in Microfinance: the need for analysis of real markets - May 1998
http://staff.bath.ac.uk/hsssaj/idsbulle.htm

Development Studies Network (DSN)

Research School of Social Sciences, Australian National University
http://devnet.anu.edu.au

Selected journal articles from

Microfinance for Poverty Reduction
Development Bulletin

No. 57 February 2002

Table of contents:
http://devnet.anu.edu.au/contents57.pdf
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Publishers with New Books on Microfinance:

Kumarian Press

http://www.kpbooks.com

Zed Books

http://www.zedbooks.demon.co.uk/

Oxford University Press

http://www.oup.co.uk
Last First Network

ITDG Publishing
http://www.itdgpublishing.org.uk/

Westview Press

http://www.westviewpress.com/
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APPENDIX 1 — A GENDER STRATEGY FOR MICROFINANCE

(from Linda Mayoux, Women’s Empowerment And Microfinance Programmes: Strategies For
Increasing Impact, Development in Practice, May 1998)

Conditions of Microfinance delivery should be flexible to women'’s aspirations, needs and

existing strategies. This includes considering the types of loans and savings conditions that
would maximise women’s control over loan and savings decisions, use and income generated.
The evidence indicates that such control varies with size of loans, activities for which they are
given, and the patterns of savings. It may also be influenced by the types of conditions
imposed by development agencies to protect loans and savings from being completely
absorbed in the household consumption, eg, a portfolio of specified production and
consumption loans with assets registered in women’s names. All these factors are, however,
context-specific and can only be decided through proper consultation.

Complementary services to include:

Awareness training in gender issues for men and women to ensure that Microfinance
leads to positive changes in women'’s position rather than exacerbating domestic conflict;

Provision of services to decrease reproductive work to give women more time for
income-earning and for wider social and political activities. Decreasing women'’s workload,
including both changes in household gender division of labour and service provision, is also
essential to avoiding the potentially negative impacts on children, particularly girls;

Gender advocacy at local and national levels both to support women who have faced
serious domestic violence and abandonment and to contribute to wider changes in legislation,
access to resources, and perceptions of women’s role, which constrain women in all
programmes;

Structures For Participation By Women Borrowers In Decision-making and strategies
to increase the contribution of groups to empowerment, rather than merely using these
groups as mechanisms for repayment.

An institutionalised gender policy within the NGOs involved including a commitment
to gender equity in staff recruitment and promotion. This is essential to making the above
changes within programmes.
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APPENDIX 2 — HOW TO ASSESS GENDER IMPACT

(from Susan Johnson, Gender Impact Assessment in Microfinance and Micro-enterprise: Why

and How , Development in Practice, Feb 2000)

Understanding the way a project has approached gender is a good starting point in designing

an impact assessment and a number of questions can be asked in order to establish this:

What analysis had the project made of gender relations in the specific context in which
it is working? What approach does it take as a result of this analysis?

Who has the project targeted — women only, women and men, men only — and why?

What positive impact does the project expect to have on a) women for themselves,

b) women in the context of their families / households, c) women in the context of their
communities? How are these impacts expected to come about? Have any potential
obstacles to achieving these impacts been identified? How was it anticipated that they
would be overcome?

What impact does the project anticipate for other members of the household/family?
What does this assume about the way gender relations operate?

Does the project anticipate negative impacts on gender relations?

What indicators were identified to measure the project’s progress? How do these
indicators relate to gender relations?

What steps has the project taken to evaluate its impact on women and gender
relations?

What steps has the project taken as an institution itself to implement a gender policy
in its staffing, organisation and management?

Impact Assessment work can be approached in the following manner:

a)
b)

c)

d)

Establish a gender baseline
Consider the potential impacts of the project on gender relations

Establish the information and indicators required
Disaggregate all data
Consider the impact on gender relations

Collect and analyse the data using tools and techniques appropriate to the task

COUNCIL FOR INTERNATIONAL DEVELOPMENT RESOURCE KIT )

MF 43



APPENDIX 3 — GRAMEEN BANK — THE SIXTEEN DECISIONS

1.

10.

11.

12.

13.

14.

15.

16.

We shall follow and advance the four principles of the GB — discipline, unity, courage &
hard work — in all walks of our lives.

Prosperity we shall bring to our families.

We shall not live in dilapidated houses. We shall repair our houses and work towards
constructing new houses as soon as possible.

We shall grow vegetables all year round. We shall eat plenty of them and sell the surplus.
During the plantation season we shall plant as many seedlings as possible.

We shall plan to keep our families small. We shall minimise our expenditure. We shall look
after our health.

We shall educate our children & ensure that we can earn to pay for their education.

We shall always keep our children & their environment clean.

We shall build & use pit latrines.

We shall drink water from tubewells. If it is not available, we shall boil water or use alum.

We shall not take dowry at our son’s weddings, nor shall we give any dowry at our
daughter’s weddings. We shall keep our centre free from the curse of dowry. We shall not
practice child marriage.

We shall not inflict injustice on anyone, nor shall we allow anyone else to do so.
We shall collectively undertake larger investments for higher incomes.

We shall always be ready to help each other. If anyone is in difficulty we shall help him or
her.

If we come to know of any breach of discipline in any centre, we shall go there & help
restore discipline.

We shall introduce physical exercises in all our centres. We shall take part in all social
activities collectively.

NB: these 16 decisions were formulated in a national workshop of 100 women Centre Chiefs

in March 1984, & form the social development programme of GB. All members are expected

to memorise & implement them.
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APPENDIX 4 — TWO MODELS OF MICROFINANCE PROVISION

(Compiled from: Cornford, R.; Microcredit, “"Microfinance” or Simply Access to Financial
Services: What Do Pacific People Need? (see footnote 2)Johnson, S. & Rogaly, B.: Microfinance
and Poverty Reduction, Oxfam, UK, 1997 Nowland-Foreman, S. Grameen Bank Case Study
(unpublished masters paper) 1999. Conroy, J, Taylor, K, & Thapa, G,; Best Practice of Banking
with the Poor, The Foundation for Development Cooperation, Brisbane 1994.)

1) Grameen Bank

Objective:
Financial & social intermediation to provide access to credit, in order to increase incomes of
rural poor.

Targeting:

Poor rural women owning less than half an acre (50 decimals) of land, or assets less than the
equivalent value. Households dependent on day labour & income equivalent to eating rice
once a day.

Capital:

Originally from foreign donors & government, this is now less than 5%of the income; 1995 -
92% member owned through shares. GB has effectively mobilised membership savings and
sold Government backed bonds on the share market.

Structure:
At the local level — multiple groups of 5 women. Organisation works through paid bank staff
at local, district regional and national levels.

Selection process:

Initial social survey conducted by a Bank officer, followed by a village meeting. Information
and training given PLUS a savings requirement over a period of weeks and successful recital
of “The Sixteen Decisions” (see Appendix 3).

Self-selection of people not related by blood & of similar socio-economic background who
agree to work as a group and elect a leader.

Meetings:

Weekly meetings of 5-8 borrower groups which are held in a bank building (Centre) during
which small weekly repayments and compulsory savings are collected and monitoring &
vetting of loan proposals occurs. The meeting provides an opportunity to reinforce the rituals
and principles of discipline, unity, courage and hard work.

Rules & Procedures:

e 1 loan per year.

e 50 payments plus interest of 20% must be paid before next loan is released.

e Loans spiral in amount on successful repayment of the previous loan.

¢ A loan proposal is submitted to the meeting, requires the support of the members and is
approved or reduced by bank officer, depending on the borrower’s capacity to repay. This
requires further approval by the area manager prior to the release of funds.

COUNCIL FOR INTERNATIONAL DEVELOPMENT RESOURCE KIT )

/ MF 45



e Loans are disbursed at the Branch office 4 days a week and typically involve the recipient,
centre chief and group chairperson.

e Group guarantee serves as collateral substitute on loan default.

e 1 taka per week is deposited into the compulsory group savings fund.

* 5% of every general loan and seasonal/irrigation loan is deposited into a safety fund for
the borrower.

e 5 taka per 1,000 taka received as a loan are put into an emergency fund — acting as a
kind of insurance cover for death, default, disaster or accident.

Other types of loans for successful borrowers include housing loans — which require legal title
in the woman’s name — irrigation loans and tube well loans. There is also potential access to

group loans.

Organisational Framework:

Strong centralised control of vision and values, and decentralisation of decision-making &
performance controls to regional and district staff. Creation of a culture of compliance within
GB based on good habits & peer influence.

Management:
Staff (predominantly male) are motivated by wide dissemination of performance results, as
well as rewards to create a sense of competition & achievement.

Support & monitoring:
Local, district, regional and national

Social Intermediation in the Grameen Bank is encapsulated in “The Sixteen Decisions” (see
Appendix 3). Potential borrowers must recite these by memory, and establish a regular
savings pattern before being accepted as a member.

2) Rotating Savings & Credit Associations

Objective:
The regular provision of working capital on a predictable basis to each member.

Targeting:
Poor households.

Capital:

Originally from regular group savings of the membership (on a daily/weekly basis) or NGO
provision of initial capital as a “revolving deposit”. NGOs may serve as a link to mainstream
banking services for access to larger amounts of capital.

Structure:
Groups of at least 5 members. (Typically 8-15)

Selection Process:
Self selection, or members may already be working as part of a mobilised group. Members
should be resident in the same area and be homogeneous.
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Meetings:

Regular meetings, typically once a week.

Rules & Procedures:

Savings are linked to credit — savings first, credit next.

The savings are mobilised into a common fund which the members control.

Training is provided in the financial disciplines of simple book-keeping & accountability.
Voluntary labour input and peer pressure serve as collateral substitutes.

Ownership & decision-making is primarily with the group, who establish basic rules &
regulations.

There is rotation of leadership through annual elections and interest rates are self-
determined.

At the end of each savings period the sum saved is loaned to a member of the group for
use as investment finance.

Repayments required are in addition to the regular savings demanded as members of the
association.

The borrowing right passes to each person in turn, and the cycle repeats itself so long as
payments have been maintained.

Failure to meet repayment schedule is penalised by denial of access to the next round of
borrower entitlement. (In some groups a borrower needs to demonstrate a viable
proposal.)

Organisational Framework:

Training and skill-building are important inputs. NGOs also assist in the establishment of

appropriate administrative structures & procedures. Links to formal banking institutions or

alternative finance sources are facilitated by NGOs, who may facilitate the linking of groups

into federations in order to strengthen membership and resource mobilisation.

Management:

Autonomy of the group is a primary goal.

Support & Monitoring:

Local accountability, monitoring and management.
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APPENDIX 5 — BANKING WITH THE POOR
— 16 PRINCIPLES FOR SELF-HELP GROUPS

(from J1.D. Conroy, K.W. Taylor & G.B. Thapa; Best Practice of Banking With The Poor,
Foundation for Development Cooperation, 1995, Brisbane, Australia, p75)

10.

11.

12.

13.

14

15.

16.

SHG membership should be resident in the same area, be homogenous and number at
least 5 persons.

SHGs should promote savings mobilisation.

Savings should be linked to credit - savings first, credit next.

The development of financial disciplines and systems should be encouraged.
SHGs should begin with a simple bookkeeping system.

SHGs should hold regular meetings (once a week if possible)

They should have basic rules and bylaws (written or unwritten).

Group leaders should be elected by the members, with group functions or positions being
rotated among the members.

Transparency in business operations and the overall conduct of groups should be
maintained at all times.

Basic training and guidance should be provided to members of SHGs.
The autonomy of SHGs should be respected.
Group liability and peer pressure should be substitutes for collateral.

Loans should be kept small initially and repayments made frequently and regularly.

. Transaction costs should be kept to a minimum through simplified group procedures and

control.

Market rates of interest should apply to both savings and credit, to achieve financial
viability as soon as possible.

Commercial banks should be asked to provide appropriate advances or lines of credit to
supplement the group’s financial resources and enable it to lend for productive purposes.
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